U.S. DEPARTMENT OF LABOR
Office of I ngpector General

Audit of
Center for Employment Training

Migrant and Seasonal Farmworker Program
(Grant Number C-5439-5-00-81-55)

Welfare-to-Work Program
(Grant Number Y -6802-8-00-81-60)

Replication Project
(Grant Number J-3912-2-00-81-75)

U.S. Department of Labor
Office of Inspector General
Report No. 09-00-006-03-365
Date: SEP 26 2000



TABLE OF CONTENTS

EXECUTIVE SUMMARY

INTRODUCTION

OBJECTIVES, SCOPE, AND METHODOLOGY

ASSISTANT INSPECTOR GENERAL’S REPORT

FINDINGSAND RECOMMENDATIONS

1.

2.

Administration Costs of $3,854,640 are Misstated
The CET Did Not Credit the MSFW Program with Pell Grant Proceeds

The Replication Project was Over char ged $383,894 and $3,728,512
was Misclassified

ThePY 1998 MSFW Training Category is Over stated $291,708
Other Indigible Costs of $187,621 Were Charged to the M SFW Program

Participant Files Did Not I nclude Sufficient Documentation to Substantiate
Eligibility

The CET Did Not Submit Indirect Cost Proposals Timely

EXHIBIT A -- Statement of Audited Costs (Financial Status Report) PY 1998

EXHIBIT B -- Performance Data (Program Status Summary) PY 1998

EXHIBIT C -- Statement of Audited Costs (Financial Status Report) PY 1998

EXHIBIT D -- Performance Data (Financial Status Report) PY 1998

EXHIBIT E -- Statement of Audited Costs (Grantee' s Detailed Statement of Costs)

PY 1998

APPENDIX -- Center For Employment Training Response

10

13

13

17

19

23

27

31

37

38

39

40

41



CET

CFR

DOL

ETA

FY

JTPA

M SFW

OIG

OMB

PY

TANF

WitW

ACRONYMS

Center for Employment Training
Code of Federal Regulations
Department of Labor
Employment and Training Administration
Fiscal Year
Job Training Partnership Act
Migrant and Seasonal Far mwor ker
Office of Inspector General
Office of Management and Budget
Program Year
Temporary Assistance for Needy Families

Weédfareto-Work



EXECUTIVE SUMMARY

The U.S. Department of Labor (DOL ), Office of Inspector General (O1G), audited the Center
for Employment Training (CET). The scope of the audit covered the CET’sadministration of
the following three Employment and Training Adminigtration (ETA) grantsin effect during
Program Year (PY) 1998:

Grant Number Y-6802-8-00-81-60: Wefare-to-Work (WtW) Program;

Grant Number J-3912-2-00-81-75: Replication Project; and

Grant Number C-5439-5-00-81-55: Migrant and Seasonal Far mworker (M SFW)
Program.

The audit included the CET's costs asreported to ETA on the applicable M SFW and WtW
Financial Status Reports (Exhibits A and C) and the Replication Project'sGrantee's Detailed
Statement of Costs (Exhibit E). When weidentified problemsfor PY 1998, we expanded our
examination of those problems areasto earlier program years.

Overall, we concluded that the CET is meeting the program objectives of the grants audited.
For the M SFW and WtW grantsthat directly served participants, the CET met the grant
objectives regarding the entered employment rate and the aver age hourly wage at termination
(Exhibits B and D). The CET’ s participant filesand theinformation included in its participant
data systems generally supported program outcome statisticsreported to ETA. Generally,
the CET made proper participant igibility determinationsin accordance with Federal
regulations and the CET poalicies, although documentation of program €eligibility needed
improvement.

However, we concluded that the financial systems used to report coststo ETA need
significant improvementsto accurately reflect allowable costs in accor dance with grant
provisions, Federal regulationsand OMB Circular A-122. CET'sinternal controlsand
financial reporting procedur eswer e not adequate to ensure grant costsreported were

accur ate and allowable under governing regulations. Asaresult, the CET'sFinancial Status
Reportsfor the M SFW program and the Grantee's Detailed Statement of Costsfor the
Replication project did not accurately reflect allowable costs. We are questioning costs
totaling $5,797,229 of which $1,578,314 isrelated to PY 1998. Thetable below showsthe
$1,578,314 PY 1998 questioned costs by grant.



ETA Programs PY 1998
Adminigered by CET

Reported Questioned

Expenses Costs
MSFW Program $10,776,893 | $ 1,459,046
WtW Program $ 2,029,452 $ 0
Replication Project $ 598926 | $ 119,268
Total $13,405,271 | $1,578,314

Moreover, DOL grant coststotaling $3,728,512 wer e misclassified on the Replication Project
Grantee's Statement of Detailed Costs

The preceding table and the exhibitsto thisreport reflect grant coststhe CET reported to
ETA. The CET usesamethod to draw down cash from ETA which differsfrom its expense
reporting and the amount of cash drawn from ETA generally does not match reported
expenses. For PY 1998, the CET reported expenses of $10,776,893 for the M SFW program
but only drew $10,182,354. For the WtW program, the CET reported expenses of $2,029,452
but drew down $2,303,146. Since ETA usesthe Financial Status Reportsto monitor grant
expenses, including compliance with budget restrictions, the reported expenses from the
Financial Status Reportsare used in thisreport.

The following summarizes our audit findings:

I Administration Costs are Over stated $3.854.640

The CET overstated administration costs by atotal of $3,854,640 on the PY 1996,

PY 1997, and PY 1998 Financial Status Reportsfor the MSFW program. The CET
charged administration costs already included in their published tuition catalog rates and
inaccur ately reported other administration costs. Assuch, therelated Financial Status
Reportsare materially misstated.

I TheMSFW Program Did Not Credit the M SFW Program With Pdl Grant Proceeds

According to a U.S. Department of Education (DOE) program review report, the M SFW
program was over charged $1,437,035in PYs 1993, 1994, and 1995. The DOE concluded
that this occurred because the CET did not credit the M SFW program with DOE Pell
grant funds. Although the CET disagreed with the DOE conclusion, the Federal
Government may have paid twice for training 916 students during those three years.



The Replication Project was Over char ged $383.894 and $3.728.512 was Misclassified

The CET overcharged the Replication Project $383,894 in PYs 1997 and 1998. More
specifically, CET (1) improperly charged consulting fees and Pell grant related costs, and
(2) charged unsupported costsfor professional servicefees. Moreover, the CET
misclassified $3,728,512 on the project’sfinal Grantee's Detailed Statement of Costs
Therefore, the Replication Project'sGrantee's Detailed Statement of Costsis not fairly
presented.

ThePY 1998 M SFW Training Category was Over stated $291,708

ThePY 1998 M SFW Training category was over stated. More specifically, the CET

(1) did not use correct tuition ratesfor certain students, and (2) billed tuition for students
trained in aprior funding period. DOL was overcharged $291,708. This contributed to a
material misstatement in the PY 1998 Financial Status Report.

Other Indigible Costs of $187.621 wer e Char ged to the M SFW Program

The MSFW program was charged $187,621 in PY 1998 for indligible costs charged to two
different Financial Status Report cost categories. Specifically, the CET (1) allocated
ineligible costs to the Supportive Services category, and (2) charged unsupported coststo
the Training category. These overcharges contributed to a material misstatement of the
Financial Status Report.

Participant Files Did Not | nclude Sufficient Documentation to Substantiate Eligibility

Participant filesfor both the M SFW and the WtW programs did not include sufficient
documentation to substantiate participant eigibility. The CET's proceduresfor
monitoring applicants digibility need improvement. Asaresult, therewere a material
number of MSFW participants whose digibility could not be verified. Thefollowing table
showstheresults of our audit testing:

Program Total Participants | Participants
Participants | Sampled Eligibility
Not
Verifiable
M SFW 4,294 281 16
Wtw 482 88 21




The CET Did Not Submit Indirect Cost Proposals Timely

The CET did not submit indirect cost proposalstimely for PY 1997 and PY 1998. This
occurred primarily because of major organizational changes occurring in the CET
Accounting Department. Asaresult, none of the Federal funding sour ces has assurance
that theindirect coststhey were paying wer e reasonable and eligible.

To correct these deficiencies, we are recommending the Assistant Secretary for Employment
and Training requirethe CET to improveinternal controlsand financial reporting procedures
for the M SFW program. In summary, we arerecommending that the Assstant Secretary for
Employment and Training direct the CET to:

Correct the misstated administration costs of $3,854,640 reported on theFinancial Status
Reportsfor the MSFW program and eiminate additional separate administration costs
related to tuition in futureFinancial Status Reports.

Monitor the legal case between the DOE and the CET and, if appropriate, obtain
$1,079,366 in program creditsfor Pell grants.

Credit $383,894 to the Replication Project for professional servicesunrédated to the grant
and unsupported costs and requirethe CET to deter mine actual costs, revisethe
Grantee's Detailed Statement of Costsand apply budget restrictions; and improveinternal
controls.

Credit the MSFW program $291,708 for inappropriate tuition chargesand requirethe
CET to charge the appropriate tuition in the applicable funding year.

Reduce M SFW program costs by $187,621 for improperly allocated supportive service
costs and unsupported grant costs.

I mprove documentation of MSFW and WtW digibility in participant files.

Submit indirect cost proposalstimely.

For specific recommendations on each finding, see the Findings and Recommendations
section of thisreport.

The CET Response

The CET responded to our draft report with written comments dated September 15, 2000.

Regarding Finding 1, the CET agreed that administration costs for the M SFW program had
been misreported but stated that, due to the way the CET billed costs, actual reimbur sement
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to CET wasnot affected. CET also provided information related to the WtW program which
showed that the WtW program administration costs wer e accur ately reported.

The CET disagreed with Finding 2. The CET stated DOE misunder stood the CET procedures
and that no Pdl grant credits were owed to either DOE or DOL.

The CET agreed that $119,268 questioned in Finding 3 should not have been charged to the
Replication project. The CET did not agree or disagree with the remaining $264,626 but
stated that disallowance would not affect reimbursement to CET becausethe CET had

over spent the grant.

Regarding Finding 4, the CET agreed that $228,519 for increased tuition should not have
been charged to the M SFW program. However, the CET did not agree that tuition costs of
$63,189 for prior periodswereinappropriate.

The CET generally agreed with Finding 5 that some ineligible costs wer e charged for
supportive services but stated that the sample examined wastoo small. The CET disagreed
asto the extent this affected grant costs.

The CET disagreed with Finding 6 and stated that every WtW participant file contained either
aCET WitW referral form or areferral letter from a social service agency indicating that the
W1tW participant qualified for the CET national training program.

The CET agreed with Finding 7 and has submitted the indirect cost proposalsfor approval.



INTRODUCTION

Background

Since the 1960s, the United States has been heavily committed to improving the employability
of American workers by developing and funding job training programsin variousforms.
Current job training programs oper ate under the Job Training Partnership Act (JTPA), the
Balanced Budget Act of 1997, and the Workforce Investment Act. Programsfunded by these
laws provide job training and other servicesthat increase employment and ear nings, increase
educational and occupational skills, and decr ease welfare dependency. The programs
improve the quality of the wor kfor ce and enhance the productivity and competitiveness of the
nation.

The CET isaprivate, non-profit organization based in San Jose, California. Since 1967 the
CET hasbeen operating a nationwide job training program funded by job training grants from
DOL, several State and local governments, and private sources. For DOL, the CET
administersthe M SFW program, the WtW program, and a special Replication Project to
develop the CET training model at other locations. The CET also participatesin the Pdll
grant program through the DOE and in the Food Stamp program through the Department of
Agriculture. Direct Federal dollarsaccount for morethan 50 percent of the CET'sannual
revenue, with the balance coming from public and private vocational rehabilitation agencies,
foundations, and individuals.

The CET 'srevenuesfor the period July 1, 1998, through June 30, 1999, were $41.2 million.
The CET's staff exceeds 450 and it maintains 26 training locations nationwide. The CET is
accredited by the Western Association of Schools and Colleges.

In PY 1998 (July 1, 1998, to June 30, 1999), DOL awarded the CET $10,182,354 under Grant
Number C-5439-5-00-81-55 for the M SFW program and $4,003,294 under Grant Number Y -
6802-8-00-81-60 for the WtW program. In addition, during PY 1998, the Replication Project
was modified twice, adding $1,000,000 to Agreement Number J-3912-2-00-81-75, bringing the
total project funding to $7,800,000.

Principal Criteria
Theprinciple criteriawe used in our audit included:

T Job Training Partnership Act of 1982, Public L aw 97-300, as amended.

1 Balanced Budget Act of 1997.

20 CFR Part 633: Migrant and Seasonal Farmworker Programs.



20 CFR Part 645: Wdfare-to-Work Grants, Interim Rule.

29 CFR Part 95: Grants and Agreementswith Ingtitutions of Higher Education, Hospitals,
and Other Non-Profit Organizations, and with Commer cial Organizations, Foreign
Governments, Organizations Under the Jurisdiction of Foreign Governments, and

| nter national Organizations.

29 CFR Part 96: Audit Reguirementsfor Grants, Contracts and Other Agreements.

OMB Circular A-110: Uniform Adminigtrative Requirementsfor Grants and Agreements
with Ingtitutions of Higher Education, Hospitals, and Other Non-Pr ofit Organizations.

OMB Circular A-122: Cost Principles for Non-Profit Organizations.




OBJECTIVES, SCOPE, AND METHODOLOGY

The Office of Inspector General, Office of Audit, performed audits of the CET for DOL
grantsduring the period July 1, 1998, to June 30, 1999. Thegrantscovered are:

I Grant Number C-5439-5-00-81-55 (M SFW Program);
I Grant Number Y-6802-8-00-81-60 (WtW Program); and
I Cooperative Agreement Number J-3912-2-00-81-75 (Replication Project).

Our audits covered the costsreported on therelated Financial Status Reports (Exhibits A
and C) and the Grantee's Statement of Detailed Costs (Exhibit E). We expanded the scope of
our audit to cover earlier yearsin areas wherewe noted material problemsoccurringin PY
1998. That work was limited to quantifying the dollar impact of identified problems. We
conducted our auditsin accordance with generally accepted auditing sandards and
Government Auditing Standards issued by the Comptroller General of the United States.

Financial Audit

Theprimary purpose of our financial audit wasto deter mine whether the chargesthe CET
reported wer e reasonable, allowable, and allocable in accor dance with its grants, applicable
cost principles, and Federal regulations.

In planning our audit, we performed a quality control review of the independent auditor’s
wor kpaper s supporting the Fiscal Year 1998 OMB Circular A-133 audit of the CET. That
review was performed to avoid duplication and build upon the work performed by the
independent auditor and to obtain an under standing of the internal controls used by the CET
to safeguard and manage assets and to report coststo DOL.

Our audit covered grant expendituresreported on the CET'sFinancial Status Reportsand
the Grantee's Detailed Statement of Costs The amounts reported on these statements do not
reflect the amount of cash actually paid tothe CET.

Program Results Audit
The primary purpose of our program results audit wasto determine whether the CET
accur ately reported program outcome statistics regar ding the number of participants served

for both the MSFW and WtW programsin the CET’sprogram reportstothe ETA.

To accomplish thiswe examined two statistically valid samplestotaling 369 participants for
eligibility and accuracy of outcome reporting.



Entrance/Exit Conferences
We hdld our entrance conferencewith the CET’s Executive Director and senior staff on

February 18, 2000, and started field work on March 13, 2000. We completed fieldwork and
held an exit conference with the CET on August 9, 2000.
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Mr. Raymond L. Bramucci
Assistant Secretary

for Employment and Training
Employment and Training Administration
U.S. Department of Labor
200 Congtitution Avenue, N.W.
Washington, D.C. 20210

ASSISTANT INSPECTOR GENERAL'SREPORT ON THE
FINANCIAL STATUSREPORTSAND
GRANTEE'SDETAILED STATEMENT OF COSTS

We have audited the Financial Status Reports, (Exhibits A and C), prepared by the CET for
the period July 1, 1998, through June 30, 1999, under DOL Grant Numbers C-5439-5-00-81-
55 (MSFW Program) and Y -6802-8-00-81-60 (WtW Program). We also audited the Grantee's
Detailed Statement of Costs (Exhibit E) prepared by the CET for the period July 1, 1998,
through June 30, 1999, for DOL Agreement Number J-3912-2-00-81-75 (Replication Project).
The grant agreementsrequire theFinancial Status Reportsand the Grantee's Detailed
Statement of Coststo be prepared in accordance with OMB Circular A-122 and ETA
regulations. Theserequirementsare a comprehensive basis of accounting other than
generally accepted accounting principles. The amountsreported on theFinancial Status
Reportsand the Grantee's Detailed Statement of Costs aretheresponsbility of the CET’s
management. Our responsibility isto expressan opinion on the Financial Status Reports and
the Grantee's Detailed Statement of Costs based on our audits.

We conducted our auditsin accordance with generally accepted auditing Sandar ds and
Government Auditing Standards issued by the Comptroller General of the United States.
Those standar ds requirethat we plan and perform our auditsto obtain reasonable assurance
about whether the costs claimed in theFinancial Status Reports and the Grantee's Detailed
Statement of Costs are free of material misstatements. An audit includes examining, on a test
basis, evidence supporting the costs claimed. An audit also includes assessing the accounting
principles used and significant estimates made by management, aswell as evaluating the
overall presentation of the costsreported. We believe our audits provide a reasonable basis
for our opinion.

Asdiscussed in the Findings and Recommendations section of thisreport, the CET duplicated
grant costs and included inappropriate costsin the MSFW Financial Status Report for PY
1998. Asaresult, DOL grant costson theFinancial Status Report may be misstated by as
much as $1,578,314 for PY 1998. In addition, we are questioning $4,218,915 for other
program year s due to noncompliance with ETA directives. Finally, DOL grant coststotaling
$3,728,512 have been misclassified on the Grantee's Detailed Statement of Costs

ETA will make afinal determination on the audit recommendationsregarding allowability of
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cost and improving internal controls, in accordance with Department of Labor Manual Series
8-500. Thisdirectiverequiresresolution of audit recommendationswithin 180 days of this
report.

Opinion on Financial Statements

In our opinion, because of the effects of misstating and misclassifying DOL program costs as
discussed in the preceding paragraphs, the Financial Status Report and the Grantee's
Detailed Statement of Costs do not present fairly the financial results of DOL Grant Numbers
C-5439-5-00-81-55 (M SFW Program) or Agreement Number J-3912-2-00-81-75 (Replication
Project) for the period July 1, 1998, through June 30, 1999, in accor dance with the provisons
of the grant agreements, ETA regulations, and OMB Circular A-122.

However, in our opinion, the Financial Status Report does present fairly the financial results
of DOL Grant Number Y-6802-8-00-81-60 (WtW Program) for the period July 1, 1998,
through June 30, 1999, in accor dance with the provisions of the grant agreement, ETA
regulations, and OMB Circular A-122.

Report on Internal Controls

In planning and performing our audits of the Financial Status Reportsfor PY 1998 and the
Grantee's Detailed Statement of Costsfor PY 1998 submitted by the CET, we considered the
CET’sinternal controlsover financial reporting in order to determine our auditing procedures
for the purpose of expressing our opinion on the costsreported and not to provide reasonable
assurances on theinternal controlsover financial reporting.

We obtained an under standing of the design of relevant policies and procedures and whether
they have been placed in operation, and we assessed control risk for the CET.

We noted certain mattersinvolving internal controlsand their operation that we consder to
be reportable conditions under standar ds established by the American Institute of Certified
Public Accountants. Reportable conditions involve matter s coming to our attention relating to
significant deficienciesin the design or operation of theinternal control structurethat, in our
judgment, could adver sely affect the CET's ability to record, process, summarize and report
financial data in amanner that is consstent with the assertions of management in the
Financial Status Reportsand the Grantee's Detailed Statement of Costs Thefindings
discussed in the Findings and Recommendations section of thisreport are consider ed
reportable conditions.

We also noted certain mattersthat we consider to be material weaknesses. A material
weaknessisa reportable condition in which the design or operation of one or more of the
specific internal control components does not reduceto arelatively low level therisk that
errorsor irregularitiesin amountsthat would be material in relation to the financial
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statements being audited may occur and not be detected within a timely period by employees
in the normal cour se of performing their assgned functions. Findings1, 2, 3, and 4 in the
Findings and Recommendations section of thisreport are considered material weaknesses.

Our consideration of the internal controlswould not necessarily disclose all mattersin internal
controlsthat might bereportable conditions and, accor dingly, would not necessarily disclose
all reportable conditionsthat are considered to be material weaknesses as defined above.

Report on Compliance with Laws and Regulations

Compliance with laws and regulations applicable to these grants, as well as provisions of the
grant agreements, istheresponsbility of the CET management. Aspart of obtaining
reasonable assur ance about whether the costs claimed are free of material misstatements, we
performed tests of the CET’ s compliance with certain provisions of laws, regulations, and
contractg/grants, noncompliance with which could have a direct and material effect on the
Financial Status Reportsor the Grantee's Detailed Statement of Costs However, our

obj ective was not to provide an opinion on overall compliance with such provisions.
Accordingly, we do not express such an opinion.

Theresultsof our testsdisclosed instances of noncompliance. Thesearedescribed in the
Findings and Recommendations section of thisreport and are required to bereported by
Government Auditing Standards. The ultimate resolution of these findings cannot be
presently determined. Accordingly, no provision for any liability that may result has been
recommended for recognition on theFinancial Status Reports (Exhibits A and C) or the
Grantee's Detailed Statement of Costs (Exhibit E). ETA will resolve the non-compliance
issues in accor dance with Department of Labor Manual Series 8-500, which requires
resolution within 180 days of thisreport.

We consder ed these instances of noncompliancein forming our opinion on whether the CET's

Financial Status Reportsand the Grantee's Detailed Statement of Costsare presented fairly
in all material respects.
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Thisreport isintended solely for the information and use of the CET and ETA and isnot
intended to be, and should not be, used by anyone other than these specified parties.

John J. Getek
Assistant Inspector General
for Audit

August 9, 2000
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FINDINGSAND RECOMMENDATIONS

Overall, we concluded that the CET met the objectives of the M SFW, WtW, and Replication
grants covered by thisaudit. For both the MSFW and WtW programs, the CET met its
performance goals for entered employment rate and average hourly wage at termination
(Exhibits B and D). The CET accurately reported program statisticsin program reports
regarding participants served and outcomes achieved. Generally, the CET made appropriate
participant eigibility determinationsin accordance with Federal regulationsand its own
policies, although documentation of eigibility needed improvement. No final program report
was available for the Replication Project; therefore, we did not evaluate the program results
of that project.

We concluded that the CET financial systems need significant improvementsto provide
accurate financial reports of eligible costs. Thefollowing findings discuss the specific
weaknesses we found and the associated questioned costs.

1. Administration Costs of $3,854,640 are Misstated

The CET administration coststotaling $3,854,640 on the PY 1996, PY 1997, and PY 1998

MSFW program Financial Status Reportswere misstated. The CET reported administration
costs already included in their published tuition catalog rates and inaccurately reported other
administration costs. Assuch, therelated Financial Status Reports are materially misstated.

Administration Costs

Besides funding direct training costs, the M SFW program recognizesthat thereisa cost to
administer theprogram. Administration costs consst of all direct and indirect costs
associated with the management of the program, such as:

» salariesand fringe benefits of individualsin executive, fiscal, personne,
maintenance, communications, and similar type functions;

» salariesand fringe benefits of individualsin direct program administrative postions,
I.e,, program analysts, labor market analysts, and similar type functions; and

* costsof clerical personnel, materials and equipment, space, utilities, and travel
associated with the above functions.

The MSFW program establishes an administration cost maximum of 20 per cent of the grant
amount.

The CET generally contractswith funding agencies on a tuition bags. In thisapproach, the
CET publishesa per student pricethat includes all the costs of training a student (including
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adminigtration costs) for a particular skill. The CET usesthistuition pricefor MSFW, WtW,
and all other the CET students, including the general public.

The CET MSFW grant agreement states:“. . . CET contractswith all funding sources. . .
[are] ... based onitspublished catalogtuition . ...” Thegrant agreement doesnot mention
separ ately charging administration (or any other type) of costs.

CET Did Not Follow Grant Provisons

However, the CET did not follow the grant provisionsin reporting grant costs and reported
administration costsrelated to training separ ate from, and, in addition to, tuition. For the

PY 1998 MSFW Financial Status Report, the CET calculated training cost ($9,797,170 total)
and entered 10 percent of that amount ($979,717) into the Administration category on the
Financial Status Report. Nether the grant agreement nor the M SFW program regulations
allow thisprocess. Also, therateisbasically unsupported sinceit does not represent an
approved indirect cost rate or other approved rate application.

In PY 1996 and 1997, the CET reported M SFW administration charges of $1.5 million and
$1.3 million, respectively. The PY 1996 and 1997 M SFW Financial Status Reportswere
prepared by an outsde firm and current CET personnd could not explain how the amounts
reported were calculated. They did arecalculation using an indirect cost rate for
administration cost and still could not support the amount reported. However, using the
indirect cost rate as administration cost may not be appropriate snce CET'sindirect cost rate
isbased on costs not on tuition. Therefore, we are questioning these amountsalso. Total
reported costs for administration costsfor the 3 year s wer e $3,854,640.

Thesereported amountsareimproper. Thegrant does not provide for additional costs
beyond tuition. Tuition isafixed price. Thisishow the CET chargesother funding agencies
and the general public. Sincetuition isaunit price, and should cover all the costs of training
(including administration costs) the CET has essentially reported the M SFW administration
coststwice. We have accepted some minor chargesfor the MSFW program that the CET
would not normally incur for a non-M SFW student, such as stipends and supportive services.
However, administration cost isamajor cost that isapplicableto all studentsregardless of
funding source. The CET does not charge other agenciesor the general public additional
costsover tuition. It should not include the additional costsfor the M SFW program either.

Thisposition isfurther supported by the CET'sCumulative Quarterly Financial Status
Report which contains the following note:

The CET'stuition based servicesareall inclusive (direct &

indirect expenses) with a built-in administrative cost @
12.89%.
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The CET management and fiscal per sonnel stated that there was a misunder standing by
previous employees preparing the Financial Status Reportsand that adding administration
coststo tuition wasin error.

Asaresult of reporting administration costsin addition to tuition costs, the CET over
reported the PY 1998 M SFW program costs by $979,717. We reviewed the previous 2 years
Financial Status Reportsto determinewhether the problem occurred in those year s also and
found that the CET had misstated to DOL atotal of $2,874,923 for thoseyears. Therefore,
we are questioning a total of $3,854,640 reported for the M SFW program for thelast 3 years.

Recommendations

Werecommend that the Assistant Secretary for Employment and Training requirethe CET
to:

a. Correct the misstated administration costs of $3,854,640 reported on theFinancial
Status Reportsfor the M SFW program by (1) developing a consistent method of
determining administration costs and (2) obtaining ETA approval of thismethod.

b. Determinewhether thiscorrection affects cash draw downs and refund any excess.

c. Eliminate additional separate administration costsrelated to tuition in futureFinancial
Status Reports

The CET Response
In their response, CET stated:

The FSR form is designed for cost reimbursement contracts, not for tuition
based contracts where some costs (tuition) include administration and other
costs (stipends and supportive services) do not include administration.

When CET first began tuition based contractingit tried to submit FSR' swith
training administration included in the training line item. We were directed
(verbally) to separ ateout theadministr ative costsassociated with training and
toreport them on the Administration lineof thereport. Wedid so consstently
until the OIG audit period of PY 1998. At thetime of submittal CET wasjust
taking back in-house the fiscal function and an FSR was completed showing
zer o administration because the administrative costs had not been pulled out
of the Training line item. By direction of the Contracts Department, Fiscal
was instructed to add 10% for administration because " there had to be some
administrative costs."
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The result for that year alonewasthat total costswer e over stated. However,
thiswas an error in reporting only. CET did not draw down the extra 10%,
since that amount was not reflected in our books which form the basis for
drawdowns. This over statement of costs did not occur in PY 1996 and PY
1997. In those years CET reduced tuition reported in order to move
adminigtrative coststo the administration linein the report.

The CET also provided explanations and documentation which reduced the cost being
guestioned.

OIG Evaluation of the CET Response

Whilethe CET acknowledgesthe misreporting of administration costsfor PY 1998, the CET
states that these costs wer e iminated from training costsfor PY 1996 and 1997. However,
the documentation provided does not support the amountsreported on theFinancial Status
Reports Also, asnoted in thefinding, the CET applied their indirect cost rateto tuition costs
to determine administration costs. Thisisnot correct sincetheindirect costs are based on
actual costs, not tuition. The CET 4till needsto work with ETA to develop an acceptable
method to report administration costs.

Therefore, these recommendations ar e open and unresolved.
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2.  TheCET Did Not Credit the MSFW Program with Pell Grant Proceeds

According to a DOE program review report, the M SFW program was over char ged $1,437,035
in PYs1993, 1994, and 1995. The DOE concluded that this occurred because the CET did not
credit the MSFW program with DOE Pdll grant funds. Although the CET disagreed with the
DOE conclusion, the Federal Government may have paid twice for training 916 students
during thosethreeyears.

Pdl Grants

The CET'sMSFW program requiresthe CET to credit the M SFW program with Pell grants
received by M SFW program students. Pell grantsare Federal funds provided by the DOE to
eligible studentsto offset the cost of education and job training. Most of the CET students
aredigiblefor Pel grantsand the CET requiresthem to apply for Pell grants so that M SFW
program funds can be spread among more igible farmworkers. 1f a student receives a Péll
grant, MSFW program funds only have to cover thetuition costs which exceed the Pell grant
amount.

DOE Review

The DOE reviewed the CET'sadministration of the Pell grant financial aid program in March
1996, and concluded that the CET was not applying Pl grant fundsto offset far mwor ker
tuition. DOE issued a final program review deter mination on April 29, 1998, concluding that
the CET was not complying with the Pell grant program requirements. The determination
letter states:

... CET consistently billed DOL for 100% of the tuition, drew
fundsfrom DOL for such billing, then subsequently drew Federal
Pell funds. Frequently, CET did not then offset its Federal Pell
receipts against future DOL Farmworker billing and draws.

The DOE concluded that the CET owes the Federal government, either DOE or DOL,
$1.4 million.

The DOE determination has been challenged by the CET. The CET's postion isthat the
"credits’ smply do not exist and that the CET does not owe the DOE or the M SFW program
any fundsrédativetothisissue. The CET insiststhat for the 3 yearsin question, the CET
could have charged the M SFW program about $20 million, but actually only charged

$18 million. According tothe CET, sinceit charged about $2 million lessthan it could have,
thereisno credit due. Theissue hasbeen appealed by the CET to a DOE Administrative
Law Judge.
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DOL OIG'sPosition

Wereviewed documentation concer ning the case provided by DOE, including the CET's
responses. We believe DOE has a supportable position although we computed the amount
that the CET may owe DOL to be $1,079,366. Therefore, we are questioning the $1,079,366.

However, since the matter is scheduled to be decided by an Administrative Law Judge, we do
not believethat ETA should recover any fundsfrom the CET at thistime. ETA should
actively monitor the case in cooperation with DOE and obtain M SFW program creditsif the
Administrative Law Judge findsin DOE'sfavor.

Recommendation

Werecommend that the Assistant Secretary for Employment and Training monitor the DOE
caseinvolving the CET, and if the Administrative Law Judgerules againgt the CET, require
the CET to repay $1,079,366 to the M SFW program.

The CET Response

The CET sated that all MSFW and Pdll grant funds had been applied to student tuition
charges and that no credits of any kind were owed. The CET took exception to reliance on
DOE «aff work and also believes the finding should be removed from thefinal report, stating
that:

. .. the draft audit finding incorrectly seeks to rely wholesale, and via
incorporation, upon a DOE program review that explicitly regects any
contention that monies are owed to the M SFW programs. No independent
basisexistsor iscited to support any contention that CET owes moniesto
the MSFW programs. Therefore, webdievethat thedraft finding should be
removed from any final report.

OIG Evaluation of the CET Response

Wedid not rely entirely on the DOE review. Wereviewed the program report, met with DOE
officials involved with the review, and obtained and analyzed supporting documentation for the
DOE conclusions. We also reviewed and analyzed the CET'sresponses and documentation
provided in support of its position. Based on our reviews, we concluded the DOE conclusions
wer e reasonable.

However, asthefinding states, the final decision is pending before an administrative law
judge. Until thefinal decison is made thisrecommendation is open and unresolved.
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3. TheReplication Project was Over char ged $383,894 and $3,728,512 was Misclassified

The CET overcharged the Replication Project in PYs 1997 and 1998. Contrary to OMB
Circular A-122 requirements, the CET charged professional fees not directly related to the
grant. The CET also misclassified $3,728,512 on the grant’sfinal Grantee's Detailed
Statement of Costs. Asaresult, the CET overcharged DOL $383,894 and the Replication
Project Grantee's Detailed Statement of Costsis not fairly presented.

Replication Project

The Replication Project isa cost-reimbursable project gover ned by a formal agreement
between the CET and DOL. The project recognized the CET’s successful job training
program model and had the objective of developing 10 CET model training programsin
locations throughout the country. The agreement provided that DOL would reimbursethe
CET for all digible costsincurred in replicating the CET program model at the selected
locations.

In deter mining eligible costs, the agreement and OMB Circular A-122 govern the Replication
Project. Section A.2.a. of OMB Circular A-122 statesthat to be allowable, costs must be
reasonable for the performance of the award and the cost must be allocable to a particular
grant. In defining allocable costs, the Circular statesthat a cost isallocableto a particular
cost objective only in accor dance with the benefitsreceived. In addition, Section A.2.g.
requires coststo be adequately documented.

ltems Improperly Charged

In PY 1997 and 1998 the CET charged the Replication Project Professional Services category
$383,894. The chargeswerefor feespaid to several private companiesfor servicesrendered
tothe CET. Wereviewed the contracts with these firms, discussed them with CET officials,
and contacted several contractors. Wefound that all the firmswere under contract to CET
for purposes unrelated to the Replication Project and there were no new contracts or
amendmentsissued to specify work directly related to the Replication Project. We could not
identify any clear relationship between the services provided and the Replication project. In
total, the CET overcharged DOL $383,894 contributing to a material misstatement of the
Grantee's Detailed Statement of Costs We question the costs of $383,894.

T |InPY 1998, the CET charged the Replication Project $119,268 for services of several
consulting firms. We question the $119,268 char ged to the Replication Project for these
services. CET officials acknowledged these chargeswere madein error.

I |nPY 1997, the CET charged the Replication Project $104,802 for servicesof a

management firm that DOE required CET to hireto verify Pell grant applications for
CET students. CET officials stated the company also assisted in developing a new CET
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management information system (M1S). We question the $104,082 for this contract.

I InPY 1997, the CET charged $159,824 for the services of two accounting firms.
According to the CET, both contractors provided accounting servicesfor contracts
awarded to the CET by the City of Chicago. Although Chicago wasareplication ste, we
do not see any relationship between these services and the Replication Project. CET
officials also stated that the companies assisted in developing a new M1Swhich was part
of the CET replication model. We question the $159,824 for these services.

Cost Categories Misstated

The closeout Grantee's Detailed Statement of Costsdid not correctly categorizereported
costs. The CET could not determine how much was actually spent in each category so it put
all of the uncategorized expensesin the“ Other Direct Cost” category. Thiscaused the CET
to materially misstate the final Grantee's Detailed Statement of Costs

The Replication Project started in 1992 and ended in March 1999. In June 2000, the CET
prepared thefinal Grantee's Detailed Statement of Costsand submitted it to DOL.

According to the grant agreement, the CET needed to obtain advance approval for any budget
variances that exceeded 20 per cent of the budget for that item, except personnel and related
costs. For thesetwo types of costs, the CET needed advance approval for any variances from
the budget. To determine compliance with these grant provisions, CET needed to report costs
by category.

The CET’'sGrantee's Detailed Statement of Costs, however, does not accur ately categorize
reported costs. Comparisons between budget and actual costs cannot be made. Thisis
because the CET’s accounting records are not available to accur ately separ ate costs by
budget category.

According to the CET, its accounting recor ds contain only the present year’sand one prior
year’sinformation. Detailed costsfor periods beforethisarenot available. Therefore, to
preparethefinal report for the Replication Project, the CET used their single audit reportsfor
those periods. The audit reports, however, did not break out the costsin sufficient detail to
allow completion of the Grantee's Detailed Statement of Costsby approved line item.

Therefore, the CET categorized thelast 3 year s data from its accounting system accor ding to
the grant budget line items, but lumped all prior period costs obtained from the single audit
reportsinto “ Other Direct Costs.” Thefollowing table showsthe effect this hason the
Grantee's Detailed Statement of Costs

Category Budget Amount Reported Amount
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Other Direct Costs $1,059,556 $3,728,512

Per sonnel $4,786,654 $2,643,810

The CET officialstold usmost of the amountsreported in the" Other Direct Cost" category
wer e actually Personné costs.

Asaresult, the CET materially misstated the Grantee's Detailed Statement of Costsand
neither the CET nor ETA can deter mine exactly how the Replication Project funds wer e spent
or whether the CET complied with the budget restrictions contained in its grant agreement.
Conclusion

The CET improperly charged itemsto the Replication Project and misstated the cost
categories on the Grantee's Detailed Statement of Costs. Thisresulted in over char ges of
$383,894 and a misclassification of $3,728,512.

Recommendations

Werecommend that the Assistant Secretary for Employment and Training instruct the CET
to:

a. Credit the Replication Project $383,894 for charges unrelated to the Replication Project.

b. Determineactual costs by category and revise the Grantee's Detailed Statement of
Costsaccordingly.

c. Apply budget restrictionsto cost categories per therevised statement and credit DOL
with any unapproved budget overruns.

d. Improveinternal controlsto ensureonly applicable charges are madeto DOL grants
and ensure that adequate documentation is maintained for all char ges.

The CET Response

The CET partially agreed with OIG's questioned costs, stating:
CET has acknowledged in a June 20, 2000 memo to the auditor that the
$119,268 professional fee was miscoded and does not belong in this grant.
Thisdid not result in an overcharge to the Replication grant, since the total
grant expenditur es exceeded the total grant amount.

The CET did not agree or disagree with the other costs questioned. The CET stated:
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The $383,894, even if disallowed, would have been covered by CET, with
unrestricted funds.

24



OIG Evaluation of the CET Response

The CET'spartial agreement with the finding is accepted, but the remaining $264,626 in
guestioned costs related to non Replication Project activities was not addressed except to
state that disallowance would not affect reimbursement to the CET.

Wedo not agreethat disallowance would not affect reimbursement. In accordance with our
recommendations, the CET needsto eliminate the $383,894 from grant costs and apply the
budget limitationsto cost categoriesto determine eligible costs. Until both of these actions
are accomplished proper reimbursement to the CET cannot be deter mined.

Accor dingly, these recommendations are open and unresolved.
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4. ThePY 1998 MSFW Training Category is Over stated by $291,708

The PY 1998 M SFW Training category isover stated by $291,708. Thisoccurred becausethe
CET (1) did not use correct tuition ratesfor certain students, and (2) billed tuition for students
trained in a prior funding period. Thisoverstated amount contributed to a material
misstatement in the PY 1998 Financial Status Report.

Tuition Charges

Every CET training course has a published catalog tuition rate. Coursesand cour se length
are changed periodically and tuition rates are adjusted accordingly. For example, in 1995, the
CET’sChild Care Provider course had atuition rate of $6,590 and a cour se duration of 1,060
hours. Two yearslater thetuition wasincreased to $6,770. Eight monthslater the course
duration was lowered to 900 hours and the tuition was lower ed to $6,050.

The CET generally contractswith all itsfunding sour ceson atuition bass. The CET MSFW
grant agreement specifically providesthat training costsare”. . . based on . . . published
catalog tuition ....” Thetwo published catalog tuition schedulesin effect during PY 1998
had effective dates of February 2, 1998, and January 1, 1999.

Thegrant also requires compliance with 29 CFR Section 95. Section 95.28 applies a matching
principleto MSFW grantees, tating: “...arecipient may chargeto the grant only allowable
costs resulting from obligationsincurred during the funding period . ...” Since each MSFW
funding period is July 1 through June 30, M SFW recipients may charge the grant only with
obligationsincurred during this period.

Published Tuition Rates Exceeded

The CET charged the M SFW program with tuition that exceed the published catalog rates,
contrary to the grant agreement provisions.

In July, August, and September 1998, the CET enrolled 262 studentsin MSFW program
training courses. At thetime the students enrolled, the appropriate tuition ratesfor each
course as published in the CET’ s February 2, 1998, catalog wer e charged to thegrant. In
September 1998, the CET retroactively increased thetuition rates charged in the billing
system (not in the catalog) for these 262 students only and charged the M SFW program for
the additional tuition.

For example, in the February catalog the Child Care Provider cour se tuition was $6,050 and
thisamount was charged for each student who entered the Child Care Provider coursein July,
August and September, 1998. Subsequently, the Child Care Provider tuition rate was
increased to $6,770 for the M SFW program only, and an additional $720 per student was
retroactively applied to all course studentsenrolled in July, August and September, 1998.
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The same happened with the Truck Driver cour se, using tuition rates of $5,645 and $6,230.
Overall, the MSFW program was charged an additional $188,118 for tuition rates higher than
the published catalog rates.

In October 1998, the CET enrolled another 62 M SFW program students. The higher tuition
rates wer e applied and $301,393 was char ged to the grant; $40,401 mor e than what would
have been charged using the February 2, 1998 catalog r ates.

Overall, the M SFW program was char ged $228,519 tuition that exceeded the CET published
catalog rates and also was not charged to other CET programs.

In November 1998, the CET rolled back the tuition rates charged to the M SFW program to
those in effect as of February 2, 1998. However, the CET did not reversethe $228,519in
increased tuition that had been charged to the M SFW program.

According to the CET officials, the tuition chargesfor the M SFW program students had been
increased dueto extra transportation costs associated with the program. The CET officials
stated that thetuition increases were rescinded in November 1998, when the CET’ s scholastic
accr editation body advised that it did not permit member schoolsto charge different ratesfor
students attending the same course. We could not verify that there were any unique
transportation costs for the MSFW program or deter mine why the $228,519 was not refunded
to the grant because theindividuals involved when these transactions occurred have left the
CET.

We are questioning the $228,519 because the tuition rates charged exceeded the published
tuition rateswhich violates the grant provisions.

Tuition Charged to Wrong Period

The CET charged $63,189 in tuition to PY 1998 for training classesthat were completed in the
prior funding year. Thisoccurred because of the way the CET accounted for M SFW students
eligiblefor DOE Pdll grants. Asaresult, PY 1998 funds were used to pay for PY 1997 costs.
Thisisnot allowable.

The CET leverages M SFW program funds with DOE Pell grant funds as a way of serving
morefarm workers. Pell grantsare moniesgiven by the DOE for eligible studentsto pay for
training coststhey incur. A significant proportion of the M SFW program studentsenrolled in
the CET aredigiblefor, and receive, Pell grantswhile attending the CET training.

If aM SFW program student isdligiblefor a Pell grant, the CET entersa credit in that
student’srecord and chargesthe M SFW program the differ ence between the catalog tuition
and the estimated Pell grant amount. When the student’s Pell grant isfunded, the balancein
the student’ s account becomes zero. If, for somereason, the student does not actually get the
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Pell grant, the CET removesthe credit for the estimated Pell grant and chargesthe M SFW
program for theremainder of thetuition not billed. However, thistransaction is generally
done alengthy time after enrollment since the Pell grant application takes sometimeto

pr ocess.

In June 1999, the last month of PY 1998, the CET found that credits had been given for a
large number of ssudentswho did not get their anticipated Pell grants. To correct this, the
CET charged the PY 1998 grant $91,981 for estimated Pell grant creditswhich had not been
funded by the DOE but had been credited to the M SFW program.

However, the charge included $63,189 related to 36 studentswho had completed their training
before PY 1998. For example, $1,645 wasbilled in PY 1998 for one student who entered the
CET trainingin July 1997 and completed training prior to the sart of PY 1998.

Chargesto the MSFW program arelimited per 29 CFR §95.28 to allowable costs resulting
from obligationsincurred during the funding period; in thiscase, PY 1998. Therefore, the
training costsfor these 36 students must be charged to the funding period in which they
received their training, i.e, PY 1997.

The CET officials stated that the reason these costs wer e charged to the PY 1998 grant was
the lengthy time between requesting a Pdll grant and the actual receipt of the fundsfrom the
DOE. Toavoid overbilling DOL funds, the CET estimatesthe Pell grant a student will
receive and only billsthe estimated unfunded tuition. This, then causes problemsif a student
does not receive a Pell grant.

Wedo not believe that the timing problems encountered by the CET justify charging PY 1998
for PY 1997 tuition costs. We are, therefore, questioning the $63,189.

Conclusion

ThePY 1998 MSFW Financial Status Report training category is over stated $291,708
because the CET charged tuition rates higher that the published catalog rates and charged for
training costsincurred in prior periods. Thiscontributed to a material misstatement of the PY
1998 MSFW Financial Status Report.

Recommendations

Werecommend that the Assistant Secretary for Employment and Training requirethe CET
to:

a.  Credit $291,708 to the M SFW program.

b. RevisetheFinancial Status Report to reflect thelower cost of training.
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c. Limit training coststo published catalog tuition on all future grants.
d. Match expensesto abligationsincurred during a funding period on all future grants.

The CET Response

CET generally agreed with thisfinding and recommendation. However, regarding that portion
of the finding relating to $63,189 in tuition charged to PY 1998 for training provided in prior
periods, the CET disagreed and stated:

The timing problems associated with rembursement of Pell grants are
considerable. At thetimeof enrollment CET reducestuition totheDOL grant
by thefull tuition portion of the Pell grant for ssudentswho aredeemed by CET
to beedligible. As noted in a detailed letter to the OI G auditor dated June 30,
2000 when aschool ison " Reimbur sement Status' theawar d processby DOE
is very dow and awards may be delayed as much as six or eight months. So,
how should we report late adjustments for sudentswho completed trainingin
aprior year and aretherefore not carryover students?

OIG Evaluation of the CET Response

The CET's agreement with $228,519 of thisfinding isaccepted. Whilewe agreethereare
timing problems associated with Pell grants, ETA regulations do not allow tuition costs of one
period to be charged to another period of the M SFW program. Therefore, these
recommendations ar e open and unresolved.
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5. Other Ineligible Costs of $187,621 wer e Charged to the M SFW Program

The MSFW program was charged $187,621 in PY 1998 for indligible costs charged to two
different Financial Status Report cost categories. These overcharges occurred because the
CET allocated indigible costsfor Supportive Services, and charged unsupported coststo the
Training category. Asaresult, the DOL was overcharged $187,621, contributing to a
material misstatement of theFinancial Status Report.

Supportive Services and Services Only Categories

In addition to providing job training, the M SFW program also provides supportive services
such as clothing, temporary housing, transportation, and child care. These costsarereported
in theFinancial Status Report Supportive Services category. Moreover, the PY 1998

M SFW program provided fundsfor emergency assstance to farm workerswho had suffered
economic harm from extreme weather in California. These costswerereported in the
Services Only category of the Financial Status Report.

The allowability of costsfor these M SFW program categories aregoverned by 20 CFR
§633.304 (c)(3) which defines supportive services, and OMB Circular A-122 Cost Principles
for Non-Profit Organizations which defines allowability and allocability of costs.

Training-Related Supportive Services Costs |mproperly Calculated and Allocated

The CET charged the PY 1998 M SFW program $158,888 for supportive services. This
amount is materially incorrect because (1) it contains non-supportive service costs, and (2) it
isincomplete. Thus, we were not able to deter mine the true Supportive Services costs.

The CET charges supportive services costs to its funding sour cesin two ways. Coststhat can
bereadily identified with a particular student are charged to the supporting funding sour ce
directly. Coststhat cannot be allocated to a particular student are pooled and allocated to the
various funding sour ces accor ding to the number of students supported by each funding
source. Thisallocation is done separately from, and, in addition to, the CET'sindirect cost
allocation. For example, the costs of a health screening required for the Child Care Provider
coursein San Josg, California (an allowable M SFW program supportive services cost) would
be allocated to the various funding sour ces based on the per centage of their students
attending classes at the San Jose site. The M SFW program's shar e of that cost would be
properly charged to the Training-Related Supportive Services category.

Supportive services are defined in 20 CFR 8633.304(c)(3):
Costs of services which are necessary to enable an eligible

individual toparticipatein trainingor subsidized employment under
section 402 and to obtain subsequent unsubsidized employment.
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In addition, Section A.2.a. of OMB Circular A-122 requiresthat to be allowable, costs must be
both reasonable and allocable to the M SFW program.

However, the CET allocated coststo the Supportive Services category from a pool that
included itemswhich by definition were not allocable, neither in whole nor in part, to
Supportive Services. Specifically, we judgementally selected and examined eight items from
October 1998's char ges and determined that six of the eight items (75 per cent), totaling
$3,897, should not have been included in the Supportive Services category. Thefollowing
table showsthe six items:

Amount Type of Cost

$864 Educational testing for non-M SFW students

$328 Verification of Pell grant applications

$344 Vehicle Registration

$2,187 Property Tax

$73 Equipment Tax

$101 Late Fee

While these char ges may be supportive services for some of the CET students, they do not
relateto the M SFW program and no portion may be allocated to it.

Dueto the high incidence (75 per cent) of indligibleitemsin our sample, we are questioning the
entire category and recommending the CET analyze the costs and remove indligible costs.

Supportive Service Costs Not Complete

The Supportive Services category isnot complete. Asa result, the amount of supportive
services may be understated. Dueto internal problemsduring our audit period, the CET was
several monthsin arrearsin itsaccounting. At thetimethe PY 1998 Financial Status Report
was prepared, the CET only had 10 months of accounting data available. In order to complete
the Financial Status Report, the CET used the 10-month figure for Supportive Services. In
June 2000, wereceived a detailed listing of supportive service char ges from the accounting
system. Thelisting totaled $217,000, consider ably mor e than the amount reported on the
Financial Status Report. The additional items had been entered into the accounting system
after theFinancial Status Report was submitted to ETA and no corrected Financial Status
Report wassent to ETA.

However, the $217,000 includesineligible allocated costs as discussed above. Therefore, we
cannot accept the $217,000 asthe correct amount for Supportive Services. However, we
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recognize that the CET may have additional digible coststo include in theFinancial Status
Report. The CET needsto analyze all the supportive service costs, remove ineligible costs
and correct theFinancial Status Report for total eigible costs.

Unsupported Training Cods.

The CET charged the PY 1998 Training category $28,733 for which no support was provided.
The CET’s Training category consists of tuition, stipends, and any subcontract costs. For
PY 1998, the CET's accounting system showed the following balances:

Sub-Category Cost
Stipends $2,074,986
Subcontracts $104,530
Tuition $7,033,433
Total Training $9,212,949

Thisamount supported by the CET's accounting system is $28,733 less than the $9,241,682
reported on theFinancial Status Report. According tothe CET management, adjustments
wer e made to the accounting system after theFinancial Status Report was prepared which
reduced the Training costs.

Conclusion

Asaresult of allocating indligible coststo the Training-Related Supportive Services category
and charging unsupported costs of $28,733 to the Training category, we are questioning
$187,621 in ineligible cogts. In addition, dueto not including all costsincurred for this
category, we cannot attest to the actual amount of eligible costsin these categories.

Recommendations

Werecommend that the Assistant Secretary for Employment and Training requirethe CET
to:

a. Reducegrant costs by $187,621.

b. Determinetheactual total amount of eligible Training-Related Supportive Services
costsincurred in PY 1998.

c. RevisethePY 1998 Financial Status Report to reflect the correct amounts chargeable
tothe Training and the Training-Related Supportive Services categories.
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The CET Response

The CET generally agreed with thisfinding and recommendation, with the exception of
reducing grant costs by $187,621. The CET stated:

Eight supportiveservicescostsjudgmentally selected from onemonthisavery
small sampleupon which to basea 75% indligible conclusion. During PY 1998
some Training Related Supportive Services costs were put into the Other
Costs account in error and were not properly reported. Also, for reasons
discussedin theaudit report, CET may haveunder stated PY 1998 supportive
Services costs.

The revised FSR for PY 1998 attached as an exhibit above properly report
eligible supportive services costs and they areisolated in CET's accounting
system now. The FSR also now reflects Training costs drawn from CET's
audited financial records.

The CET'srevised Financial Status Report showed a total supportive services cost of
$123,941.

OIG Evaluation of the CET Response

Wedo not agreethat our sample wastoo small. Thefact that 75 percent of theitems
reviewed wer e questionable clearly showsthe need for the CET to review the costs char ged
for supportive servicesin detail. Therefore, the $187,621 remains questioned until thisis
accomplished and explained to ETA. These recommendationsremain open and unresolved.



6. Participant FilesDid Not Include Sufficient Documentation to Substantiate Eligibility

Participant filesfor both the M SFW and the WtW programs did not include sufficient
documentation to substantiate participant digibility. The CET lacked adequate procedures
for documenting applicants dligibility. Based on the resultsof our PY 1998 statistical samples,
we concluded that:

e 6 percent of the MSFW participants, and
e 22 percent of the WtW participants,

did not have adequate documentation to substantiate their digibility. Since we could not
determinethat any of these participantstested wer e actually indligible for the programs, we
arenot questioning any costsrelated to digibility.

Eligibility Requirements

For each student applying for DOL funding, the CET must determine whether the applicant
meetsthe eigibility criteria. Thisincludesinterviewing the applicant and obtaining
documentation which substantiates the applicant's economic and educational Stuation.

To bedigiblefor the M SFW program, an individual, according to 20 CFR 8633, must have:

* Been aseasonal farm worker; and,

e Receved at least 50 percent of total income or been employed at least 50 percent of
their total work timein farmwork; and,

e Beenidentified asa member of a family which receives public assstance or whose
annual family income does not exceed the higher of either the poverty level or 70
percent of the Lower Living StandardsIncome Levdl; or

* Been dependents of an individual described above.

To qualify for the WtW program, an individual must:
* Beanindividual defined as Hard-to-Employ per 20 CFR §645.212, or
e Beanindividual with Long-Term Welfare Dependence characteristics as defined in

20 CFR 8645.213.

MSFW Program

Wereviewed 281 randomly selected M SFW program participant files. Sixteen files did not
contain adequate information to verify MSFW program dligibility. More specifically, four did
not have documentation to show the applicant was employed in farmwork. Examples of these
guestionable employer sincluded: insurance services, arestaurant, and a brewery. Thefiles
did not document why work for these employer swas considered farmwork. In addition, twelve
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participant files did not have documentation to show the farm worker was employed only on a
seasonal basis. Some of these individuals, for example, worked on dairy farms, nurseries, and
an egg packaging plant which may not be seasonal work. Based on theresults of our
statistical sample, we concluded that the eligibility of 6 percent of the participantsin the

M SFW program may not be substantiated.

WtW Program

We examined 88 randomly sampled WtW program participant files. Of the 88 participant files
tested, 21 did not include adequate infor mation to substantiate WtW program digibility. All
21 participants belonged to the Long-Term Welfare Dependence category. To beéligiblein
thisWtW category, an individual must be a current and long-term Temporary Assstanceto
Needy Families (TANF) recipient and have at least two barriersto employment.

Specifically, 9 of the 21 fileslacked proof that the participants were current and long-term
TANF recipients; 4 fileslacked proof that the participants had 2 barriersto employment; and
8 fileslacked proof that the participants met either criteria. Using statistical projections, we
concluded that the digibility of 22 percent of participantsin the WtW program may not be
Substantiated.

Conclusion

A significant portion of the CET’s participants, 6 percent in the M SFW program and 22
percent in the WtW program, did not have adequate documentation to substantiate their
eigibility. Asaresult, neither the CET nor ETA has assurancesthat all MSFW and WtW
participants were actually digiblefor the programs.

Recommendation

Werecommend the Assstant Secretary for Employment and Training requirethe CET to
strengthen its procedures for documenting MSFW and WtW participants digibility.

The CET Response
The CET responded by stating:

During theaudit CET staff gather ed additional infor mation on the digibility of
the 16 FW participantsthe Ol G auditorsdeemed unverifiable. Of the 16 FW
participants identified by the OIG that required additional information for
eligibility determination, 12 FW participants digibility determination period
and/or eligibility worksheets were corrected to verify digibility. It appears
that 2 participants may not qualify, and 2 are ill pending additional
information. ... A smplenotein thefilewould have cleared up many of these
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eigibility questions — for example, that the employer was a farmer even
though the pay check was issued by the landowner (an insurance company.)
Or, that dairy farms often have extensive layoffs during the wet winter
months.

CET has madethe same effort to provide additional documentation to verify
the digibility of the 21 WtW participants identified by the auditors. . . . The
primary difficulty in documenting WtW digibility is long term welfare
dependency. CET staff continueto encounter difficultiesin obtaining per sonal
welfare information (welfare dependency period) for WtW participants in
training. Thelocal DSSagenciesconsider thistypeof information privateand
confidential, and not for public (or training agency) usage.

Recognizing thisproblem early on, CET developed ar eferral form todocument
that the participant referred to CET by thelocal DSS agency was eligible to
participate in CET's national WtW program. Every WtW participant file
containseither a CET WtW referral form or areferral letter (on letterhead)
fromtheDSSagency indicatingthat theWtW participant qualifiesfor theCET
national training program. Thisshould be sufficient documentation but CET
divison managers and staff have been trying to secure the level of
documentationrequested by theauditors. It hasbeen difficult, however, to get
a timely response from local social service agencies. This has delayed our
ability to resolve some of the studentsidentified by the OI G.

Besidesreinforcing the importance of correct documentation in training CET
hasincreased thenumber of staff whoreview eigibility documentationtothree
full time staff positions.

OIG Evaluation of the CET Response

Wedisagreethat every WtW participant file contains either areferral form or letter on local
social service agency letterhead indicating the participant qualifiesfor the WtW program.
The documentation in the fileswe cited did not establish some of the basic qualifications such

as how long the participant had been recelving TANF assistance.

The CET'sresponseisnot clear on how it intendsto improve documentation. Therefore, this
recommendation is open and unresolved.
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7.  TheCET Did Not Submit Indirect Cost Proposals Timely

Over thelast 5 years, the CET hasnot submitted indirect cost proposalstimely. This
occurred primarily because of major organizational changesin the CET Accounting
Department. The CET hasnot closed out any grants partly dueto thelack of approved
indirect cost rates. Also, the CET may be ableto claim additional fundsor may haveto return
funds, if ratesfinally approved are higher or lower than rates applied during the grants. Asa
result of not having approved indirect cost rates, none of the Federal funding sour ces has any
assurancethat theindirect coststhey wer e paying wer e reasonable.

Indirect Cost Requirements

Asagranteefor Federal funds, the CET claimsindirect costs on cost reimbursable grantsand
contracts. Thisincludes coststhat areincurred for more than one objective such as general
adminigtrative cogt, staff training, accounting, and printing. The CET generally recovers
indirect costs by arate applied to grant costs.

In order for the CET to be ableto collect indirect costs on Federal grants, OMB Circular
A-122 requiresthe CET to prepare an indirect cost proposal. The proposal showsthe various
types of coststhe CET distributes and how the CET allocates the costs to the benefitting CET
component. OMB Circular A-122 also requiresthe CET to submit its cost proposal to its
cognizant Federal agency, DOL, 6 months following the close of each fiscal year. DOL
reviews and approvestheratefor useon all Federal grants.

I ndirect Cost Proposals Not Submitted Timey

The CET did not meet these criteriafor thelast 5years. For example, for CET sFiscal Year
1997, that ended June 30, 1997, the CET did not submit the indirect cost proposal until March
2000, morethan 2 yearslate.

The CET’sfiscal function has under gone several organizational changesover thelast few
years. The CET actually outsourced thefiscal function and only recently brought it back to
the CET. During thistime, keeping up with day-to-day fiscal operations has been difficult for
the CET.

Recommendation

Werecommend that the Assistant Secretary for Employment and Training instruct the CET to
submit itsindirect cost proposalstimely and monitor the CET’s compliance with this

requirement.

The CET Response
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Center for Employment Training

Migrant and Seasonal Farmworker Program
Statement of Audited Costs (Financial Status Report)
Program Year 1998

Grant Number C-5439-5-00-81-55

Exhibit A

Cost Categories Costs Questioned Costs By Finding
Reported Costs Per
1 2 5 5 Audit
Administratio Training Training- Training
n Costs Costs Related Costs
Supportive
Services
1. Training Costs
a. Classroom $ 9,241,682 $ (228519 $ (28733 | $ 8,984,430
Training
b. On-the-Job 2,856 2,856
Training
c. Training 0 0
Assistance
Subtotal: Training 9,244,538 (228,519) (28,733) 8,987,286
2. Supportive Services 0
a. Training Related 158,888 (158,888) 0
b. ServicesOnly 393,750 393,750
Subtotal: Services 552,638 (158,888) 393,750
3. Administration 979,717 (979,717) 0
Total Project Costs $ 10,776,893 | $ 979,717) | $ (228519) | $ (158883 | $ (28,733) | $ 9,381,036
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Center for Employment Training
Migrant and Seasonal Farmworker Program
Performance Data (Program Status Summary)
Program Year 1998
Grant Number C-5439-5-00-81-55

SELECTED DATA USED IN CALCULATING PERFORMANCE STANDARDS

Performance Category Performance
Data

Terminations

Entered Employment 928

Enhanced Only 130

Services Only 2137

Other Termination 163
Total Terminations 3358
Entered Employment Rate

Minimum Standard Employment Rate 48.50%

Actual Employment Rate 76.00%
Hourly Wages

Minimum Standard Hourly Wage $5.77

Actual Wageat Termination $7.69
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Center for Employment Training

Welfare-to-Work Program

Statement of Audited Costs (Financial Status Report)

Program Year 1998

Grant Number Y -6802-8-00-81-60

Cost Categories Costs Reported Questioned Costs Per
Costs Audit

Section |:

Federal Expenditures (excluding Admin) $ 1,767,856 1,767,856
Federal Administrative Expenditures 261,596 261,596
Total $ 2029452 | $ 2,029,452
Section I1:

Work Experience 1,749,566 1,749,566
Supportive Services 18,290 18,290
Total $ 1767856 | $ 1,767,856
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Exhibit D

Center for Employment Training
Welfare-to-Work Program
Statement of Audited Costs (Financial Status Report)
Program Year 1998
Grant Number Y -6802-8-00-81-60

SELECTED DATA USED IN CALCULATING PERFORMANCE STANDARDS

Performance Category Performance
Data
Participant Summary
Enrolled 424
Terminated 169
Placed in Unsubsidized Employment 122

Entered Employment Rate

Planned Minimum Employment Rate 75%

Actual Employment Rate 72%
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Center for Employment Training
Replication Project
Statement of Audited Costs (Grantee's Detailed Statement of Costs)
Program Year 1998
Grant Number J-3912-2-00-81-75

Cost Categories Costs Questioned Costsby
Reported Finding 3 Cogts Per Audit
Ineligible Costs
Charged
1. Personnel Costs
a. Salariesand Wages $ 304923 $ 304,923
b. FringeBenefits 82,539 82,539
Subtotal: Personnel 387,462 387,462
2. Other Expenses
a Travd 50,428 50,428
b. Consumables 138 138
c. Equipment Leases 4,141 4,141
d. Communication 1,352 1,352
e. Printing 966 966
f. Professional Services 119,268 (119,268) 0
0. Miscellaneous 1,039 1,039
h. Indirect 27,108 27,108
i. Depreciation 7,024 7,024
Subtotal: Other Expenses 211,464 (119,268) 92,196
Total Project Costs $ 598926 | $ 119,268) | $ 479,658
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Center for Employment Training Response




